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Health Care Industry Developments— 2008

Notice to Readers
This Audit Risk Alert is intended to provide auditors of financial statements
of health care organizations with an overview of recent economic, industry,
technical, regulatory, and professional developments that may affect the audits
and other engagements they perform.
This publication is an other auditing publication as defined in AU section
150, Generally Accepted Auditing Standards (AICPA, Professional Standards,
vol. 1). Other auditing publications have no authoritative status; however, they
may help the auditor understand and apply the Statements on Auditing Stan
dards.
If an auditor applies the auditing guidance included in another auditing publi
cation, he or she should be satisfied that, in his or her judgment, it is both rele
vant to the circumstances of the audit and appropriate. The auditing guidance
in this document has been reviewed by the AICPA Audit and Attest Standards
staff and published by the AICPA and is presumed to be appropriate. This doc
ument has not been approved, disapproved, or otherwise acted on by a senior
technical committee of the AICPA.
Zachary T. Donahue, CPA
Senior Technical Manager
Accounting and Auditing Publications
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Health Care Industry Developments—2008

How This Alert Helps You
.01 This Audit Risk Alert (alert) helps you plan and perform your health
care industry audits. This alert can also be used by an entity's internal man
agement to address areas of audit concern. This alert provides information to
assist you in achieving a more robust understanding o f the business, economic,
and regulatory environments in which your clients operate. This alert is an
important tool in helping you identify the significant risks that may result in
the material misstatement of financial statements. Moreover, this alert delivers
information about emerging practice issues and current accounting, auditing,
and regulatory developments.
.02 This alert is intended to be used in conjunction with AICPA Com
prehensive Audit Risk Alert—2008 (product no. 022339kk). This alert can be
obtained by calling the AICPA at (888) 777-7077 or visiting www.cpa2biz.com.
You should refer to the full text of accounting and auditing pronouncements as
well as the full text of any rules or publications that are discussed in this alert.

Understanding the Entity and Its Environment and
Assessing the Risks of Material Misstatement
.03 An auditor must obtain a sufficient understanding of the entity and
its environment, including its internal control, to assess the risks of material
misstatement of the financial statements whether due to error or fraud, and to
design the nature, timing, and extent of further audit procedures. An auditor's
understanding of the entity and its environment includes the following aspects:
•

Industry, regulatory, and other external factors

•

Nature of the entity

•

Objectives and strategies and the related business risks that may
result in a material misstatement of the financial statements

•

Measurement and review of the entity's financial performance

•

Internal control, which includes the selection and application of
accounting policies

.04 The health care industry may be subject to specific risks of material
misstatement arising from the nature of the business, the degree of regulation,
or other external forces (for example, political, economic, social, technical, and
competitive forces).
.05 The auditor should obtain an understanding of the entity's objectives
and strategies and the related business risks that may result in material mis
statement of the financial statements. Business risks result from significant
conditions, events, circumstances, actions, or inactions that could adversely af
fect the entity's ability to achieve its objectives and execute its strategies, or
through the setting of inappropriate objectives and strategies.
.06 Just as the external environment changes, the conduct of the entity's
business is also dynamic, and the entity's strategies and objectives change over
time. An understanding of business risks increases the likelihood of identi
fying risks of material misstatement. However, the auditor does not have a
responsibility to identify or assess all business risks. Most business risks will
eventually have financial consequences and, therefore, an effect on the financial
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statements. However, not all business risks give rise to risks of material mis
statement.
.07 After obtaining a sufficient understanding of the entity and its envi
ronment, including its internal control, an auditor should identify and assess
the risks of material misstatement at the financial statement level and at the
relevant assertion level related to classes of transactions, account balances, and
disclosures based on that understanding.
.08 Understanding and properly addressing, as necessary, the matters pre
sented in this alert will help you gain a better understanding of your client's
environment, better assess risks of material misstatement of the financial state
ments, and strengthen the integrity of your audits.

Economic and Industry Developments
The State of the Economy
.09 When planning and performing audit engagements, an auditor should
understand the economic conditions facing the industry in which the client op
erates. Economic activities relating to factors such as interest rates, consumer
confidence, overall economic expansion or contraction, inflation, and labor mar
ket conditions are likely to have an effect on the entity's financial statements
being audited.
.10 The U.S. real gross domestic product (GDP), the broadest measure of
economic activity, measures output of goods and services by labor and property
within the United States and increases as the economy grows. According to
the Bureau of Economic Analysis, real GDP increased at an annual rate of
2.2 percent in 2007. According to 2008 second quarter final estimates, real
GDP increased at an annual rate of 2.8 percent, which is up significantly from
the 0.9 percent rate in the first quarter of 2008.
.11 The unemployment rate remained relatively unchanged during 2007,
holding between 4.4 percent and 5.0 percent, with an annual average rate of
4.6 percent. However, during 2008, the unemployment rate has risen. As of
September 2008, the unemployment rate was 6.1 percent, representing ap
proximately 9.5 million people.
.12 The target for the federal funds rate remained stable at 5.25 percent
from June 2006 to September 2007 when the Federal Reserve began decreas
ing rates. Since the first rate decrease in September 2007, the Federal Re
serve has decreased rates a total of 3.75 percentage points to 1.50 percent as
of mid-October 2008. The Federal Reserve noted in its October press release
that strains in financial markets have increased significantly, and labor mar
kets have weakened further. Incoming economic data suggest that the pace of
economic activity has slowed markedly in recent months. Moreover, the inten
sification of financial market turmoil is likely to exert additional restraint on
spending, partly by further reducing the ability of households and businesses to
obtain credit. Inflation has been high, but the Federal Open Market Committee,
which sets the nation's monetary policy, believes that the decline in energy and
other commodity prices and the weaker prospects for economic activity have
reduced the upside risks to inflation.
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Industry Trends and Conditions
Impact o f the Current Credit Crisis
.13 The significant disruptions in the global credit markets in 2007 and
2008 are having broad, sweeping effects on a wide variety of industry sectors,
including health care. These disruptions are creating a significant number of
accounting and financial reporting concerns and have led to
•

declines in the fair values of many investment securities as a result
of credit issues primarily involving U.S. mortgage products;

•

liquidity and funding concerns, including a significant contraction
in commercial paper and other short-term funding sources;

•

debt covenant compliance concerns;

•

an inability of hedge funds to reliably value certain of their hold
ings, halting redemption requests and fining for bankruptcy pro
tection; and

•

a concern that the net asset value of some money-market funds
may decline to less than one dollar per share.

.14 Although the problems began in the U.S. housing market, they have
extended beyond sub-prime mortgage products and spread rapidly throughout
the global financial marketplace, triggering negative economic consequences.
The volatility in the debt and equity markets can adversely affect companies
in all industry sectors, particularly with valuation of investment portfolios and
tighter lending standards curbing the flow of capital.
.15 For example, many health care organizations have significant invest
ment portfolios, including alternative investments that may be adversely af
fected by current market conditions. Management is responsible for the val
uation of all investments in the financial statements, and this responsibility
cannot be outsourced or assigned to a third party.
.16 Due to the current market instability, accounting is increasingly
complex:
•

Determining the fair values of financial instruments (for exam
ple, investment securities, alternative investments and deriva
tives) has become more challenging due to changes in market
liquidity.

•

Many potential accounting considerations involve significant ac
counting estimates, for example, valuation of investments not
traded in active markets.

•

Current conditions may require a greater use of judgment.

•

Organizations and their external auditors may need to rely on
specialists more extensively.

.17 The valuation of money-market funds, commercial paper, asset-backed
securities, and alternative investments all need to be considered, as well as the
accounting treatment for other-than-temporary declines in the fair value of
investments. Significant debt agreements and covenants could be affected by
adverse change clauses and material subjective acceleration clauses. Consider
ation should be given to debt expected to be refinanced in the near term as well
as short-term debt facilities.
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.18 Also, many organizations are in the process of changing the mode of
interest on their long-term debt. In the wake of the current market turmoil,
organizations must understand their risks and evaluate the impact of planned
transactions in order to address those risks on the financial statements.
.19 In May 2008, the AICPA released a nonauthoritative article, "TaxExempt Bonds—Accounting and Auditing Considerations in the Current En
vironment." The article focuses on issuers of auction rate securities and vari
able rate demand obligations, and provides issuers of tax-exempt debt with an
overview of the accounting considerations that may be relevant in light of re
cent market events. The article may be accessed at www.aicpa.org/download/
acctstd/ARS_article14.pdf.

M anaged Investment Portfolios
.20 Health care organizations often outsource the management of their
investment portfolios to third-party investment managers. In some cases, the
health care organization places restrictions on the trading activities of the thirdparty investment manager such that management maintains control over in
vestment decisions, for instance, determining when to buy or sell specific secu
rities. In most cases, however, no such restrictions are placed on the third-party
investment manager.
.21 When restrictions have not been imposed, management of the health
care organization typically may not assert that it has the intent and ability
to hold any impaired investments (for which cost is less than fair value) until
recovery. Without the intent and ability to hold an impaired security until an
ticipated recovery, the health care organization is precluded from considering
the impairment to be temporary. Other-than-temporary impairment losses are
included within net income, or, for not-for-profit health care organizations, the
performance indicator (typically referred to as the excess of revenues and gains
over expenses), and a new cost basis for that security is established.
.22 Health care organizations that outsource their investment manage
ment function should review their investment management agreements and
determine the appropriate accounting treatment for any impaired securities.

Legislative and Regulatory Developments
U.S. Department of Health and Human Services
Office o f Inspector General
.23 The U.S. Department of Health and Human Services (HHS) Of
fice of Inspector General (OIG) investigates and monitors the Medicare and
Medicaid programs. On the HHS OIG Web site are two publications with
information about current projects and investigative activities of the OIG:
the OIG Work Plan Fiscal Year 2008 (Work Plan) and the OIG October 1,
2007-March 31, 2008 Semiannual Report. The Work Plan can be accessed
at www.oig.hhs.gov/publications/docs/workplan/2008/Work_Plan_FY_2008.pdf.
A summary of the activities of the OIG for the six-month period ended March
3 1 , 2008, including notable criminal enforcement actions, civil settlements, and
administrative sanctions, is included in the OIG Semiannual Report, which can
be accessed at www.oig.hhs.gov/publications/semiannual.asp.
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Time and Effort Reporting
.24 Time and effort reporting continues to be a challenging area, partic
ularly for organizations that receive funding from the HHS. In most federal
awards, personnel costs, including direct labor charges, fringe benefits, and
the related indirect costs, represent the largest charges to the government.
The HHS OIG and the U.S. Department of Justice have aggressively brought
charges for noncompliance with labor cost requirements and for overcharging
for labor costs on federal awards.

Municipal Securities Rulemaking Board
N e w Electronic Municipal M arket Access System for
Municipal Disclosure Documents
.25 The Municipal Securities Rulemaking Board is working to implement
Electronic Municipal Market Access (EMMA), a municipal market version of
the Securities and Exchange Commission's (SEC's) Electronic Data Gathering,
Analysis, and Retrieval system that makes annual, quarterly, and material
events information of SEC registrant companies publicly available. EMMA is
expected to be implemented in stages, with the initial stage for official state
ments and advance refunding documents.
.26 Additional stages will expand to allow EMMA to become a complete
online public dissemination vehicle. At that point, all official statements, annual
and quarterly financial information, and material event notices for all issuers
required to make continuing disclosure filings under SEC Rule 15c2-12 would
be made available online free of charge. The system would also provide trade
pricing information for municipal securities that is similar to the New York
Stock Exchange or NASDAQ.
.27 Initial submissions to EMMA are voluntary; however, the SEC is ex
pected to eventually mandate its use to replace the current vendor-based system
of nationally recognized municipal information repositories, as well as Disclo
sure USA, the disclosure facility operated by the Municipal Advisory Council
o f Texas.

Centers for Medicare and Medicaid Services
.28 The Center for Medicare and Medicaid Services (CMS) has experienced
much activity during the past year; however, the following matters seem to
affect health care organizations and their auditors the most.

CMS Risk Share/Medicare Part D
.29 Many health care organizations participate in the Medicare Part D
drug benefit program. Through the program, millions of older Americans who
are Medicare eligible obtain access to prescription drugs independent of their
other health care coverage. Under the drug benefit program, CMS has agreed
to share in the ultimate experience of a health care organization's pharmacy
benefit costs if certain variances from estimated experience result (the CMS
Risk Share). The CMS Risk Share is based on whether the ultimate permember, per-month pharmacy benefit costs of any Medicare Part D regional
plan vary more than 2.5 percentage points above or below the level estimated
in the managed care organization's original bid submitted to and approved
by CMS.
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.30 Based on the ultimate experience, CMS determines a risk share re
ceivable or payable for the health care organization and subsequently settles
the amounts with the health care organization.
.31 When planning and performing audit engagements, an auditor should
(1) understand how the entity calculates its risk share portion o f its Medicare
Part D plan, (2) understand the underlying accounting for such risk-sharing
balance being recorded by the entity (including the settlement process), and (3)
understand the entity's corresponding internal control environment. The audi
tor should determine the extent of testing to be performed on the assumptions
and data used by management to estimate this balance.

Accounting for Risk-Adjusted Revenues for Certain Medicare Products
.32 Health care organizations have arrangements with CMS for certain
Medicare products whereby periodic changes in member "risk factor adjust
ments scores" (for certain diagnoses codes) result in changes to Medicare rev
enues. These health care organizations are required to submit encounter data
to CMS via the Risk Adjustment Payment System on a regular basis. CMS then
applies the health care organization’s encounter data to the hierarchical con
dition category payment methodology to impute payments that accompany the
monthly payment report. Health care organizations calculate "baseline" risk
scores and compare these scores to the "final" risk-adjusted scores to estab
lish the "incremental" difference that is used, in combination with eligibility
information, to establish additional revenue by member.
.33 Because the Medicare risk adjustment may represent a significant
estimate recorded in the entity's financial statements, when planning and per
forming audit engagements, an auditor should (1) assess the health care or
ganization's methodology used to determine the risk score adjustments, (2)
understand the related internal control environment, (3) test the underlying
assumptions (using a Medicare compliance specialist when material), and (4)
assess the risk-adjusted revenues for reasonableness. Auditors then determine
whether the revenue recorded meets the appropriate revenue recognition cri
teria and whether related receivables are collectible.
.34 Because of the complexities associated with estimating such premium
adjustments, auditors should consider whether consulting a specialist is neces
sary in order to properly design and complete the necessary audit procedures.
Further, auditors should assess the adequacy and appropriateness of the health
care organization's financial statement disclosures, including those related to
significant changes in estimates.

Internal Revenue Service
Form 99 0 Redesigned for Tax Year 2 0 0 8
.35 In December 2007, the IRS issued an updated version of Form 990 for
tax year 2008 (which will be filed in 2009) to enhance transparency, promote
tax compliance, and minimize the burden on the filing organization. Form 990
now consists of an 11-page core form, which is to be completed by all filers, and
16 schedules designed by topic (lobbying, related parties, compensation, and
so on). A transition period allows smaller organizations and certain schedules
pertaining to hospitals and tax-exempt bonds to use Form 990-EZ.
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.36 Substantial changes have been made to the amount and type of infor
mation required on the new Form 990. Some of the more significant changes
include the following:
•

More questions regarding organizational governance practices

•

Disclosure of information from the organization's audited financial
statements

•

Expansion of compensation information disclosures

•

Expansion of disclosures regarding programs and activities of the
organization

.37 The IRS issued preliminary instructions and a glossary for use with
Form 990 in April 2008. More information, including drafts of the form and
schedules, is available at www.irs.gov/charities/article/0„id=176613,00.html.

Exempt Organization Abusive Tax Avoidance Transactions
.38 Tax-exempt organizations, by definition, are exempt from federal
income tax under various provisions of the Internal Revenue Code (IRC).
However, some are directly involved in Abusive Tax Avoidance Transactions
(ATATs). In addition, because they are tax-indifferent, tax-exempt organiza
tions are, at times, used by for-profit entities as accommodation parties in these
transactions. Identifying and responding to ATATs involving tax-exempt orga
nizations is critical to the IRS objective of discouraging and deterring noncom
pliance within tax-exempt and government entities.
.39 As a result of provisions included in the Tax Increase Prevention and
Reconciliation Act of 2005, the Treasury Department and IRS have issued pro
posed and temporary regulations under IRC Section 4965, which imposes excise
taxes and disclosure requirements with respect to prohibited tax shelter trans
actions to which tax-exempt entities are parties. The new regulations provide
(1) rules regarding the form, manner, and timing of disclosure obligations and
(2) return requirements accompanying payment of excise taxes. The deadline
for submitting comments on the proposed regulations has passed. IRS guidance
addresses the following issues under this legislation:
•

Which entities and individuals are subject to excise tax under the
new provisions and which taxes and penalties may apply

•

Who is subject to the new provisions

•

The treatment of proceeds of transactions received before the ef
fective date of the new provisions

•

Disclosure and filing requirements

.40 Additional information is available at www.irs.gov/charities/article/
0„id=172158,00.html.

Certain Charitable Contributions Designated as Transactions
o f Interest Under N e w Reportable Transaction Regulations
.41 In September 2007, the IRS issued IRS Notice 2007-72, Transaction o f
Interest— Contribution o f Successor Member Interest, designating certain trans
actions as having the potential for tax avoidance or evasion and alerting par
ticipants to required disclosures and potential penalties. In the transactions, a
taxpayer transfers a membership interest in a limited liability company that
directly or indirectly owns real property to an IRC Section 501(c)(3) charitable
ARA-HCO .41
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organization or government entity, claiming a charitable contribution deduc
tion for an amount significantly higher than the original purchase price paid
by the taxpayer to acquire the interest.
.42 Charitable organizations that receive property in these transactions
after August 14, 2007, are participants in these transactions for the first year
in which their tax returns reflect the acquired interest, which is generally the
year of receipt of the interest. For that year, the charity must disclose certain
information to the IRS required by the reportable transaction regulations or
be subject to penalties described in the notice. The IRS has begun notifying
participating organizations that they have been selected for examination.

Audit and Attestation Issues and Developments
New Filing and Audit Requirements for ERISA-Covered
403(b) Employee Benefit Plans
.43 Beginning in 2009, employee benefit plans sponsored by charitable
organizations and schools under IRC Section 403(b) and covered under the
Employee Retirement Income Security Act (ERISA) will be subject to the same
reporting and audit requirements that currently exist for Section 401(k) plans.
Section 403(b) plans are also commonly known as tax-shelter annuity plans.
.44 Under new U.S. Department of Labor (DOL) regulations issued in
November 2007 amending the filing requirements for Form 5500, Annual Re
turn/Report o f Employee Benefit Plan, ERISA-covered 403(b) plans with 100 or
more participants generally will be required to file audited financial statements
beginning with their 2009 Form 5500 filing. 403(b) plans with fewer than 100
participants will be eligible to use abbreviated reporting forms without audited
financial statements.
.45 The DOL estimates that approximately 7,000 403(b) plans will be
subject to the new audit requirements and another 9,000 403(b) plans will be
eligible for the waiver. The DOL regulations were published in the November
16, 2007, Federal Register and are available at www.dol.gov/ebsa/regs/fedreg/
final/20071116.pdf. The AICPA's Employee Benefit Plan Audit Quality Cen
ter and Expert Panel have formed a joint task force to develop resources to
help members with these new audit requirements. For more information visit
http://ebpaqc.aicpa.org.

Medicare Recovery Audit Contractors
.46 The Medicare Modernization Act of 2003 authorized the Recovery Au
dit Contractors (RAC) demonstration project, initially a three-year demonstra
tion project from March 2005 through March 2008 in California, Florida, and
New York. It was expanded in 2007 to include Arizona, Massachusetts, and
South Carolina. The Tax Relief and Healthcare Act of 2006, Section 302, man
dated CMS to implement a permanent, nationwide RAC program no later than
2010.
.47 The RACs detect improper Medicare payments, correct the improper
payments, and implement actions that will prevent future improper payments.
The improper payments are to include both overpayments and underpayments
to providers. According to CMS, the RAC demonstration project has identified
$357.2 million in overpayments and $14.3 million in underpayments. The RACs
are paid a contingency fee based on the amount of improper payments identified.
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This payment methodology has led to criticism that such an incentive could
tempt RACs to identify errors where none exist.
.48 Four years of claims, from October 1, 2001, through September 30,
2005, were available for review under the RAC demonstration project. Under
the permanent RAC program, the contractors will review claims paid on or after
October 1, 2007, and at no time will they look back more than three years.
.49 The RACs have performed two types of reviews: automated reviews
and complex medical reviews. The automated reviews were designed to iden
tify the "low hanging fruit" and used data mining techniques to identify multi
ple units billed, missing modifiers and payments for discontinued HCPC/CPT
codes. The complex medical reviews involved reviewing the medical record or
other documentation. They have led to a denial of payments mainly due to lack
of medical necessity and missing records or documentation. The RACs were
criticized in this area for failing to have knowledgeable and adequately trained
staff performing the reviews and the lack of a medical director to interpret the
medical records. RACs are now required to have a medical director.
.50 The RAC claim review process for medical records reviews includes the
request by the RAC for the medical record or other documentation. Providers
have 45 days to comply with the request. If the requested documentation is not
submitted within the 45 days, the RAC may identify the claim as an overpay
ment by default. The RAC has 60 days to review the chart and issue a denial
or an "all clear" letter to the provider.
.51 To dispute an RAC adjustment, providers can submit a rebuttal to the
RAC or file an appeal following normal Medicare appeal rules. The provider
must submit a rebuttal to the RAC within 15 days of the denial. The appeals
process has various levels and strict deadlines that cannot be missed.
.52 An appeal must be filed soon after the RAC’s notice of its decision
(initial determination). The initial determination date is presumed to be five
days after the date of the denial notice or the date of the take-back. The first
level of appeal is to file an appeal or redetermination with the Medicare fiscal
intermediary (FI) within 120 days after the initial determination. The second
level of appeal is with a qualified independent contractor (QIC).
.53 After receiving the decision of the FI, the provider has 180 days to file
an appeal with the QIC. The third level of appeal is with an administrative law
judge (ALJ). This appeal must be filed within 60 days of the QIC decision. After
the ALJ appeal, the next level of appeal is with the Medicare Appeals Council
(MAC). This appeal must be filed within 60 days of the ALJ's decision. If the
provider is still dissatisfied with the determination, the provider can file legal
proceedings in U.S. District Court within 60 days of the MAC determination.
.54 Providers can prepare for the RAC program by developing a strategy
and creating policies and procedures for addressing all RAC notifications. The
strategy should address interdepartmental communication to notify clinical, re
imbursement, and financial staff of any and all RAC requests. Providers should
keep detailed records of all RAC requests, correspondence with the RAC, and
the results of the determination.
.55 In the event of any denials, the provider should consider the value of
filing a rebuttal or appeal by evaluating the financial impact, the cost versus
the benefit of the appeal, and other factors such as availability and accuracy
of the medical records and implications of not filing an appeal. Not filing an
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appeal could force the provider to institute changes in policies and procedures
to address the issues raised in the RAC denials and could potentially expose
the provider to higher scrutiny and increased medical audits.

Medicare Risk Adjusters
.56 Medicare Advantage Plans (plans) generally receive, from CMS, pre
mium adjustments related to medical encounters that result in calculated risk
score adjustments. These premium adjustments can be material to the finan
cial statements of a plan. In addition to obtaining an understanding of a plan's
process to estimate such premium adjustments, auditors should give appropri
ate consideration to whether the revenue recorded met the appropriate revenue
recognition criteria, and whether related receivables are collectible.
.57 Because of the complexities associated with estimating such premium
adjustments, auditors may consult a specialist to assist in the design and pos
sibly performance of related audit procedures. Further, auditors should assess
the adequacy and appropriateness of a plan's related financial statement dis
closures.

Audit Risks Arising From Current Economic Conditions
.58 Rising food and oil prices, a weak housing market, and a weak U.S.
dollar have ripple effects throughout the U.S. economy. Whether the audit client
applies for a line of credit, or simply buys office supplies, costs are increasing.
The health care industry has seen a general rise in the cost of health care. Ef
fects may also be noted on negotiated managed care contracts. The client may
struggle with how to compensate for rising costs and how much its business
will be affected by passing those costs onto the customer. Your client's profit
margins are likely to be affected as well. You may find that your clients have
renegotiated supplier contracts to seek better payment terms. The client's cus
tomers may be scaling back purchases in an effort to control costs or may not
be able to pay promptly, which may cause accounts receivable collection rates
to decrease. Recent economic conditions may cause additional risk factors that
had not existed or did not have a material effect on audit clients in prior years.
When obtaining an understanding of the external factors that affect the entity
and the risks associated with those factors, the auditor may consider whether
conditions exist that indicate risks of material misstatement. Some examples
that relate to economic conditions are as follows:
•

Operations that are exposed to volatile markets, which may in
clude oil, agriculture, or currency markets

•

Changes in the entity's supply chain, including surcharges on
transportation

•

Constraints on the availability of capital and credit

•

Going concern and liquidity issues

•

Growth in health care costs

•

Increase in bad debts related to patient co-pays

•

Changes in mix of services

.59 While many of these risks are not new to business, consideration of
the many ways a client is affected by external forces is part of obtaining an
understanding of the entity and its environment and will allow the auditor to
plan and perform the audit to address those risks.
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Summary of Recent Auditing and Attestation
Pronouncements and Related Guidance
.60 Presented in the following table is a list of recently issued auditing and
attestation pronouncements and related guidance. This alert is intended to be
used in conjunction with AICPA Comprehensive Audit Risk Alert—2008 (prod
uct no. 022339kk); therefore, only industry specific pronouncements and related
guidance or those of specific significance to the industry are summarized herein.
For information on auditing and attestation standards issued subsequent to the
writing of this alert, please refer to the AICPA Accounting and Auditing Web
site at www.aicpa.org/Professional+Resources/Accounting+and+Auditing. You
may also look for announcements of newly issued standards in the CPA Letter,
Journal o f Accountancy, and in the quarterly electronic newsletter In Our Opin
ion, issued by the AICPA Auditing Standards team, available at www.aicpa.
org/Professional+Resources/Accounting+and+Auditing/Audit+and+Attest+
Standards/Opinion. As a reminder, AICPA auditing and attestation standards
are applicable only to audits and attestation engagements of nonissuers.
.61 The Public Company Accounting Oversight Board (PCAOB) estab
lishes auditing and attestation standards for audits of issuers. Refer to the
PCAOB Web site at www.pcaob.org for information about its activities. You
may also review AICPA Audit Risk Alert SEC and PCAOB Developments—
2008 (product no. 022499kk), which summarizes recent developments at both
the SEC and PCAOB. This alert can be obtained by calling the AICPA at (888)
777-7077 or by visiting www.cpa2biz.com.

Recent Auditing and Attestation Pronouncements
and Related Guidance
Statement on Auditing
Standards (SAS) No. 115,
Communicating Internal Control
Related Matters Identified in an
Audit (AICPA, Professional
Standards, vol. 1, AU sec. 325)
Issue Date: October 2008
(Applicable to audits conducted
in accordance with generally
accepted auditing standards
[GAAS])

Replacing SAS No. 112,
Communicating Internal Control
Related Matters Identified in an Audit,
this standard defines the terms
deficiency in internal control,
significant deficiency, and material
weakness; provides guidance on
evaluating the severity of deficiencies
in internal control identified in an audit
of financial statements; and requires
the auditor to communicate, in writing,
to management and those charged with
governance, significant deficiencies and
material weaknesses identified in an
audit. It is effective for audits of
financial statements for periods ending
on or after December 15, 2009. Earlier
implementation is permitted.
(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
SAS No. 114, The Auditor's
Communication With Those
Charged With Governance
(AICPA, Professional Standards,
vol. 1, AU sec. 380)
Issue Date: December 2006
(Applicable to audits conducted
in accordance with GAAS)

SAS No. 113, Omnibus Statement
on Auditing Standards—2006
(AICPA, Professional Standards,
vol. 1)
Issue Date: November 2006
(Applicable to audits conducted
in accordance with GAAS)

Replacing SAS No. 61, Communication
With Audit Committees, this standard
requires the auditor to conduct two-way
communication with those charged
with governance about certain
significant matters related to the audit
and also establishes standards and
provides guidance on which matters
should be communicated, to whom they
should be communicated, and the form
and timing of the communication. It is
effective for audits of financial
statements for periods beginning on or
after December 15, 2006.
This standard does the following:
• Revises the terminology used in the
10 standards of AU section 150,
Generally Accepted Auditing
Standards, to reflect terminology in
AU section 120, Defining Professional
Requirements in Statements on
Auditing Standards (AICPA,
Professional Standards, vol. 1).
• Adds a footnote to the headings
before paragraphs .35 and .46 in
AU section 316, Consideration o f
Fraud in a Financial Statement
Audit (AICPA, Professional
Standards, vol. 1), to provide a clear
link between the auditor's
consideration of fraud and the
auditor's assessment of risk and the
auditor's procedures in response to
those assessed risks.
• Replaces throughout the SASs the
term completion o f fieldwork with the
term date o f the auditor's report.
• Changes the convention for dating
the representation letter by
requiring that it be dated as of the
date of the auditor's report.
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
SAS Nos. 104-111, the risk
assessment standards
Issue Date: March 2006
(Applicable to audits conducted
in accordance with GAAS)

The risk assessment standards provide
extensive guidance on how to apply the
audit risk model when planning and
performing financial statement audits;
focusing on identifying and assessing
the risks of material misstatements;
further designing and performing
tailored audit procedures in response to
the assessed risks at relevant assertion
levels; and improving the linkage
between the risks, controls, audit
procedures, and conclusions. These
eight SASs became effective for audits
of financial statements for periods
beginning on or after December 15,
2006.

Statement on Standards for
Attestation Engagements (SSAE)
No. 15, An Examination o f an
Entity's Internal Control Over
Financial Reporting That Is
Integrated With an Audit o f Its
Financial Statements (AICPA,
Professional Standards, vol. 1,
AT sec. 501)
Issue Date: October 2008

This statement establishes
requirements and provides guidance
that applies when a practitioner is
engaged to perform an examination of
the design and operating effectiveness
of an entity's internal control over
financial reporting (examination of
internal control) that is integrated with
an audit of financial statements
(integrated audit). This SSAE is
effective for integrated audits for
periods ending on or after December
15, 2008. Earlier implementation is
permitted.

SSAE No. 14, SSAE Hierarchy
(AICPA, Professional Standards,
vol. 1, AT sec. 50)
Issue Date: November 2006

This standard identifies the body of
attestation literature, clarifies the
authority of attestation publications
issued by the AICPA and others,
specifies the extent of familiarity a
practitioner needs to have with various
kinds of attestation publications when
conducting an attestation engagement,
and amends the 11 attestation
standards to reflect the terminology
used in AT section 20, Defining
Professional Requirements in
Statements on Standards for
Attestation Engagements (AICPA,
Professional Standards, vol. 1). It is
effective when the subject matter or
assertion is as of or for a period ending
on or after December 15, 2006.
(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
Auditing Interpretation No. 14,
"Reporting on Audits Conducted
in Accordance With Auditing
Standards Generally Accepted in
the United States of America and
in Accordance With International
Standards on Auditing," of AU
section 508, Reports on Audited
Financial Statements (AICPA,
Professional Standards, vol. 1,
AU sec. 9508 par. ,56-.59)
Issue Date: March 2002 Revised
Date: May 2008
(Interpretive publication)

This auditing interpretation interprets
AU section 508 and addresses the
application of AU section 508 in
reporting on financial statements
prepared in conformity with
International Financial Reporting
Standards (IFRS).

Auditing Interpretation No. 19,
"Financial Statements Prepared
in Conformity With International
Financial Reporting Standards
as Issued by the International
Accounting Standards Board," of
AU section 508 (AICPA,
Professional Standards, vol. 1,
AU sec. 9508 par. .9 3 - .97)
Issue Date: May 2008
(Interpretive publication)

This auditing interpretation interprets
AU section 508 and addresses the
application o f AU section 508 in
reporting on financial statements
prepared in conformity with IFRS.

Auditing Interpretation No. 2,
"Financial Statements Prepared
in Conformity With International
Financial Reporting Standards
as Issued by the International
Accounting Standards Board," of
AU section 534, Reporting on
Financial Statements Prepared
for Use in Other Countries
(AICPA, Professional Standards,
vol. 1, AU sec. 9534 par. .0 5 - .08)
Issue Date: May 2008
(Interpretive publication)

This auditing interpretation interprets
AU section 534 and addresses the
application o f AU section 534 in
reporting on financial statements
prepared in conformity with IFRS.

Auditing Interpretation No. 3,
"Financial Statements Audited in
Accordance With International
Standards on Auditing," of AU
section 534 (AICPA, Professional
Standards, vol. 1, AU sec. 9534
par. .0 9 -1 1 )
Issue Date: May 2008
(Interpretive publication)

This auditing interpretation interprets
AU section 534 and addresses the
application of AU section 534 in audits
of financial statements prepared for use
outside the United States.
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
Statement of Position (SOP) 07-2,
Attestation Engagements That
Address Specified Compliance
Control Objectives and Related
Controls at Entities That Provide
Services to Investment
Companies, Investment Advisers,
or Other Service Providers
(AICPA, Technical Practice Aids,
AUD sec. 14,430)
Issue Date: October 2007
(Interpretive publication)

This statement addresses the
application of SSAEs primarily to
examination engagements in which a
practitioner reports on the suitability of
the design and operating effectiveness
of a service provider's controls in
achieving specified compliance control
objectives. Examples of the service
providers addressed by this SOP are
investment advisers, custodians,
transfer agents, administrators, and
principal underwriters that provide
services to investment companies,
investment advisers, or other service
providers.

AICPA Technical Practice Aid
(TPA) Technical Questions and
Answers (TIS) sections
8200.05-.16 (AICPA, Technical
Practice Aids)
Issue Date: April and May 2008
(Nonauthoritative)

These questions and answers in TIS
section 8200, Internal Control, were
developed in response to common
questions received from members
regarding the implementation o f SAS
Nos. 104-111. Some of the topics
include
• consideration of internal controls
that are less formal or not
documented by the client.
• whether the auditor may suggest
improvements to a client's internal
control.
• assessing inherent risk in relation to
the consideration of control risk.
• the frequency of walkthroughs that
are used as the basis for the auditor's
understanding of internal control.
• considerations in obtaining an
understanding of, evaluating, and
documenting controls that the
auditor believes are nonexistent or
ineffective.
• assessing control risk at the
maximum level.
• considerations for developing a
substantive audit strategy.

(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
TIS section 9120.08, "Part of an
Audit Performed in Accordance
With International Standards on
Auditing" (AICPA, Technical
Practice Aids)
Issue Date: April 2008
(Nonauthoritative)

This question and answer discusses the
implications to the principal auditor's
report when part of an audit is
conducted by other independent
auditors in accordance with
International Standards on Auditing or
another country's auditing standards.

TIS section 9100.06, "The Effect
of Obtaining the Management
Representation Letter on Dating
the Auditor's Report" (AICPA,
Technical Practice Aids)
Issue Date: May 2007
(Nonauthoritative)

This question and answer discusses
whether the auditor is required to have
the signed management representation
letter in hand as of the date of the
auditor's report. The question and
answer indicates that although the
auditor need not be in physical receipt
of the representation letter on the date
of the auditor's report, management
will need to have reviewed the final
representation letter and, at a
minimum, have orally confirmed that it
will sign the representation letter,
without exception, on or before the date
of the representations.

TIS section 8350.01, "Current
Year Audit Documentation
Contained in the Permanent File"
(AICPA, Technical Practice Aids)
Issue Date: May 2007
(Nonauthoritative)

This question and answer discusses
whether the provisions o f AU section
339, Audit Documentation (AICPA,
Professional Standards, vol. 1), related
to documentation completion and
retention, apply to current year audit
documentation maintained in the
permanent file. The question and
answer indicates that AU section 339
does apply to current year audit
documentation maintained in a
permanent file, or, for that matter,
maintained in any type of file, if the
documentation serves as support for
the current year's audit report.

AICPA Professional Issues Task
Force (PITF) Practice Alert (PA)
03-1, Audit Confirmations
(AICPA, Technical Practice Aids,
PA sec. 16,240)
Revised: June 2007
(Nonauthoritative)

This practice alert is a response to
practitioners' current concerns about
audit confirmations and includes
discussion of improving confirmation
response rates, negative versus positive
confirmation requests, nonresponses to
positive confirmations, responses to
positive confirmation requests
indicating exception, and use of
electronic confirmations among other
topics.
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
AICPA PITF PA 07-1, Dating o f
the Auditor's Report and Related
Practical Guidance (AICPA,
Technical Practice Aids, PA sec.
16,290)
Issue Date: January 2007
(Nonauthoritative)

This practice alert provides guidance
regarding application of certain
provisions of AU section 339, primarily
related to dating the auditor's report.

Public Company Accounting
Oversight Board (PCAOB)
Auditing Standard No. 6,
Evaluating Consistency o f
Financial Statements
Issue Date: November 15, 2008
(Applicable to audits conducted
in accordance with PCAOB
standards)

This standard and its related
amendments update the auditor's
responsibilities to evaluate and report
on the consistency of a company's
financial statements and align the
auditor's responsibilities with Financial
Accounting Standards Board (FASB)
Statement No. 154, Accounting
Changes and Error Corrections—a
replacement o f APB Opinion No. 20 and
FASB Statement No. 3. This standard
also improves the auditor reporting
requirements by clarifying that the
auditor's report should indicate
whether an adjustment to previously
issued financial statements results
from a change in accounting principles
or the correction of a misstatement.

PCAOB Auditing Standard No. 5,
An Audit o f Internal Control Over
Financial Reporting That Is
Integrated with An Audit o f
Financial Statements (AICPA,
PCAOB Standards and Related
Rules, Rules of the Board,
"Standards")
Issue Date: July 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)

This standard replaces the PCAOB's
previous internal control standard,
Auditing Standard No. 2, An Audit o f
Internal Control Over Financial
Reporting Performed in Conjunction
With an Audit o f Financial Statements.
This principles-based auditing
standard is designed to increase the
likelihood that material weaknesses in
internal control will be found before
they result in material misstatement of
a company's financial statements, and,
at the same time, eliminate procedures
that are unnecessary.
Auditing Standard No. 5 is required to
be used by registered audit firms for all
audits of internal control over financial
reporting no later than for fiscal years
ending on or after November 15, 2007.
Earlier adoption is permitted and
encouraged.
(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
PCAOB Rule 3526,
Communication with Audit
Committees Concerning
Independence (AICPA, PCAOB
Standards and Related Rules,
Rules of the Board, "Rules")
Issue Date: August 2008
(Applicable to audits conducted
in accordance with PCAOB
standards)

Rule 3526 requires the registered
public accounting firm to
• describe, in writing, to the audit
committee of the issuer, all
relationships between the registered
public accounting firm or any
affiliates of the firm and the
potential audit client or persons in
financial reporting oversight roles at
the potential audit client that, as of
the date o f the communication, may
reasonably be thought to bear on
independence;
• discuss with the audit committee of
the issuer the potential effects of any
relationships that could impact
independence, should they be
appointed as the issuer's auditor; and
• document the substance of these
discussions. These discussions
should occur at least annually.
The board also adjusted the
implementation schedule for Rule 3523
as it applies to tax services. The board
agreed not to apply Rule 3523 to tax
services provided on or before
December 31, 2008, when those
services are provided during the audit
period and are completed before the
professional engagement period begins.
The amendments to Rule 3523 became
effective August 28, 2008. The
remaining provisions of Rule 3526
became effective September 30, 2008.

PCAOB Rule 3525, Audit
Committee Pre-approval o f
Non-audit Services Related to
Internal Control Over Financial
Reporting (AICPA, PCAOB
Standards and Related Rules,
Rules of the Board, "Rules")
Issue Date: July 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)
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This rule requires a registered public
accounting firm that seeks preapproval
of an issuer audit client's audit
committee to perform internal
control-related nonaudit services that
are not otherwise prohibited by the act
or the rules of the Securities and
Exchange Commission (SEC) or the
PCAOB to describe, in writing, to the
audit committee the scope o f the
proposed service, discuss with the audit
committee the potential effects of the
proposed service on the firm's

19

Health Care Industry Developments—2008

Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
independence, and document the
substance o f the firm's discussion with
the audit committee. These
requirements parallel the auditor's
responsibility in seeking audit
committee preapproval to perform tax
services for an audit client under
PCAOB Rule 3524, Audit Committee
Pre-approval o f Certain Tax Services
(AICPA, PCAOB Standards and
Related Rules, Rules of the Board,
"Rules"). This rule is effective for audits
of fiscal years ending on or after
November 15, 2007.
PCAOB Conforming
Amendments to the Interim
Auditing Standards (AICPA,
PCAOB Standards and Related
Rules, Rules of the Board,
"Standards")
Issue Date: November 15, 2008
(Applicable to audits conducted
in accordance with PCAOB
standards)
PCAOB Conforming
Amendments to the Interim
Auditing Standards (AICPA,
PCAOB Standards and Related
Rules, Rules of the Board,
"Standards")
Issue Date: July 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)

In conjunction with the PCAOB's
adoption of Auditing Standard No. 6,
the PCAOB also adopted a number of
conforming amendments to its interim
standards. The conforming
amendments can be found in appendix
2 of PCAOB Release No. 2008-001 at
www.pcaob.org/
Rules/Docket_023/PCAOB_Release_
No._2008-001_- _Evaluating
Consistency.pdf.
In conjunction with the PCAOB's
adoption of Auditing Standard No. 5,
the PCAOB also adopted a number of
conforming amendments to its interim
standards. The conforming
amendments can be found in appendix
3 of PCAOB Release No. 2007-005A at
www. pcaob. org/Rules/Docket_021/200706-12_Release_No_2007-005A.pdf.
These amendments are effective for
audits of fiscal years ending on or after
November 15, 2007, the same effective
date of Auditing Standard No. 5.
(continued)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
PCAOB Release No. 2007-001,
Observations on Auditors'
Implementation o f PCAOB
Standards Relating to Auditors'
Responsibilities With Respect to
Fraud (AICPA, PCAOB
Standards and Related Rules,
"Selected SEC-Approved PCAOB
Releases")
Issue Date: January 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)

This release focuses on aspects o f the
PCAOB's interim auditing standards
that address the auditor's responsibility
with respect to fraud, specifically AU
section 316, Consideration o f Fraud in
a Financial Statement Audit (AICPA,
PCAOB Standards and Related Rules).
This report does not change or propose
to change any existing standard nor is
the PCAOB providing any new
interpretation of existing standards.

PCAOB Staff Questions and
Answers, Ethics and
Independence Rules Concerning
Independence, Tax Services, and
Contingent Fees (AICPA, PCAOB
Standards and Related Rules,
PCAOB Staff Guidance, sec. 100
par. .05)
Issue Date: April 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)

Topics covered include the following:
• The application of PCAOB Rule
3522(a), Tax Transactions (AICPA,
PCAOB Standards and Related
Rules, Rules of the Board, "Rules"),
when conditions of confidentiality
are imposed by tax advisors who are
not employed by or affiliated with the
registered public accounting firm
• Whether a public accounting firm
can advise an audit client on the tax
consequences of structuring a
particular transaction
• Whether a registered public
accounting firm's independence is
affected by the IRS's subsequent
listing of a transaction that the firm
marketed, planned, or opined in
favor of, as described in PCAOB Rule
3522(b)
• Clarification that the auditor must
evaluate whether a person is in a
financial reporting oversight role at
affiliates and not just the audit client
itself
• Clarification of the term other change
in employment event as it relates to
PCAOB Rule 3522(c)
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Recent Auditing and Attestation Pronouncements
and Related Guidance—continued
PCAOB Staff Audit Practice
Alert No. 2, Matters Related to
Auditing Fair Value
Measurements o f Financial
Instruments and the Use o f
Specialists (AICPA, PCAOB
Standards and Related Rules,
PCAOB Staff Guidance, sec. 400
par. .02)
Issue Date: December 2007
(Applicable to audits conducted
in accordance with PCAOB
standards)

This practice alert highlights certain
requirements in the auditing standards
related to fair value measurements and
disclosures in the financial statements
and certain aspects of generally
accepted accounting principles that are
particularly relevant to the current
economic environment.

Accounting Issues and Developments
Convergence With International Financial Reporting Standards
.62 Since the signing of the Norwalk Agreement by the Financial Account
ing Standards Board (FASB) and International Accounting Standards Board
(IASB), the bodies have had a common goal—one set of accounting standards
for international use. In this agreement, each body acknowledged its commit
ment to the development of high quality, compatible accounting standards that
could be used for both domestic and cross-border financial reporting. In 2005
meetings, FASB and the IASB reaffirmed their commitment to the convergence
of U.S. generally accepted accounting principles (GAAP) and International Fi
nancial Reporting Standards (IFRS). A common set of high quality, globally
accepted standards remains the long-term strategic priority of both FASB and
the IASB.
.63 FASB and the IASB have undertaken several joint projects, which are
being conducted simultaneously in a coordinated manner to further the goal
of convergence of U.S. GAAP and IFRS. These ongoing joint projects address
the conceptual framework, business combinations, financial statement presen
tation, and revenue recognition. For more information on the status of this
project go to www.fasb.org and www.iasb.org.

SEC Eases Acceptance o f IFRS Financial Statements
.64 On December 21, 2007, the SEC took a major step towards easing
the acceptance of IFRS financial statements by adopting rules to accept from
foreign private issuers financial statements prepared in accordance with IFRS
as issued by the IASB without reconciliation to U.S. GAAP. This rule marks
an important step in the process toward the development of a single set of
high quality, globally accepted accounting standards. This rule became effective
March 4 , 2008. Readers can access this rule at www.sec.gov/rules/final/2007/338879.pdf.
.65 More than 100 countries now either require or allow the use of IFRS
for the preparation of financial statements by listed companies, and additional
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countries are moving to do the same. This recent movement to IFRS outside
the United States has resulted in an increase of filings with the SEC of foreign
private issuers that represent in the footnotes to their financial statements
that their financial statements comply with IFRS as published by the IASB—
from a relative few in 2005 to approximately 110 in 2006. The SEC expects
this number will continue to increase in the future, particularly pursuant to
Canada’s announced move to IFRS, as there currently are approximately 500
foreign private issuers from Canada.
.66 This movement to IFRS also has begun to affect U.S. issuers, in partic
ular those with a significant global footprint. For instance, certain U.S. issuers
may compete for capital globally in industry sectors in which a critical mass of
non-U.S. companies report under IFRS. Also, U.S. issuers with subsidiaries lo
cated in jurisdictions that have moved to IFRS may prepare those subsidiaries'
financial statements in IFRS for purposes of local regulatory or statutory filings.
Readers should remain alert to developments regarding convergence.

IFRS "Roadmap"
.67 On August 27, 2008, the SEC voted to publish for public comment a
proposed roadmap that could lead to the use of IFRS by U.S. issuers beginning
in 2014. The SEC would make a decision in 2011 on whether adoption o f IFRS
is in the public interest and would benefit investors. The proposed multiyear
plan sets out several milestones that, if achieved, could lead to the use of IFRS
by U.S. issuers in their filings with the SEC.
.68 The top 20 companies in each industry, as determined by market capi
talization, could elect to begin filing IFRS financial statements for fiscal periods
ending after December 15, 2009. If, in 2011, the SEC adopts IFRS for all filers,
the roadmap suggests mandatory filing for large accelerated filers beginning in
2014, accelerated filers in 2015, and nonaccelerated filers in 2016.
.69 The 60-day comment period will begin when the proposed roadmap is
published in the federal register.
.70 Additionally, in the spotlight section of its Web site, the SEC provides
information on the following topics and groups:
•

SEC roundtable on IFRS held on August 4, 2008

•

SEC roundtable on practical issues surrounding the use of IFRS
in the United States in recent years, and the potential expanded
use of IFRS in future years

•

SEC roundtable on IFRS in the U.S. markets held on December
13, 2007

•

Proposed rulemaking and request for public comments

•

SEC staff roundtable on IFRS roadmap

•

SEC press releases

•

Staff review of financial statements prepared in accordance with
IFRS

•

Speeches and public statements

.71 This information can be accessed at www.sec.gov/spotlight/
ifrsroadmap.htm.
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AICPA Launches IFRS.com Web Site to Inform Members and Financial
Professionals About International Accounting Standards
.72 The AICPA is calling for an orderly transition and reasonable time
frame of three to five years for the U.S. accounting profession to adopt IFRS.
During a FASB forum on June 16, 2008, held to facilitate an open dialogue
about whether and how to move the U.S. financial reporting system to IFRS
and define next steps in that process, it was noted that awareness of IFRS is
growing, but most believe it will take three to five years to prepare.
.73 To assist in both awareness building and education, the AICPA
launched a new Web site, www.ifrs.com, in May 2008. The site provides current
information about developments in international convergence. The growing ac
ceptance of IFRS as a basis for U.S. financial reporting represents a funda
mental change for the U.S. accounting profession. Acceptance of a single set of
high-quality accounting standards for worldwide use by public companies has
been gaining momentum around the globe over the past few years.
.74 Developed by the AICPA, in partnership with its marketing and tech
nology subsidiary, CPA2Biz, the goal o f IFRS.com is to provide a comprehensive
set of resources for accounting professionals, auditors, financial managers, au
dit committees and other users of financial statements.
.75 The Web site features tools and resources to help CPAs get acquainted
with IFRS, the surrounding issues and available support. Resources include a
history of convergence, a high-level overview of the differences between IFRS
and U.S. GAAP, frequently asked questions, articles, textbooks, CPE courses
and live conference training, helpful links and assistance for audit committee
members.

FASB Accounting Standards Codification™
.76 On January 15, 2008, FASB launched the one-year verification period
of FASB Accounting Standards Codification™ (ASC). FASB ASC is a major
restructuring of accounting and reporting standards designed to simplify user
access to all authoritative U.S. GAAP by providing all authoritative literature
in a topically organized structure. FASB ASC includes all accounting stan
dards issued by a standard setter within levels A -D of the current U.S. GAAP
hierarchy, including FASB, AICPA, Emerging Issues Task Force (EITF), and re
lated literature. FASB ASC also includes relevant authoritative content issued
by the SEC, as well as selected SEC staff interpretations and administrative
guidance.
.77 The purpose of FASB ASC is not to change GAAP, but rather to reorga
nize thousands of GAAP pronouncements into approximately 90 topics. At the
end of the one-year verification period, FASB is expected to formally approve
the FASB ASC as the single source of authoritative U.S. accounting and re
porting standards, other than guidance issued by the SEC. At that time, FASB
will supersede all then-existing non-SEC accounting and reporting standards.
All other nongrandfathered, non-SEC accounting literature not included in the
FASB ASC will become nonauthoritative. FASB expects to approve FASB ASC
in April 2009. FASB ASC can be accessed at asc.fasb.org/home.
.78 Constituents are encouraged to use FASB's online FASB ASC Research
System free of charge and provide feedback to FASB on the codification.
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.79 The AICPA has published the Financial Reporting Alert FASB Codifi
cation Developments—2008 (product no. 029209kk). This Financial Reporting
Alert is intended to provide a better understanding of FASB ASC, outline its
structure, as well as provide case studies on navigating FASB ASC Research
System and performing accounting research.

Accounting for Collaborative Arrangements
.80 Companies may enter into arrangements with other companies to
jointly develop, manufacture, distribute, and market a product or provide a
service. Often the activities associated with these arrangements are conducted
by the collaborators without creating a separate legal entity (that is, the ar
rangement is operated as a virtual joint venture). For example, two not-forprofit health care systems may enter into a joint operating agreement whereby
both parties agree to jointly operate and control certain of their hospitals. The
arrangements generally provide that the collaborators will share, based on
contractually defined calculations, the profits or losses from the associated ac
tivities.
.81 Questions have arisen in practice as to the appropriate presentation
and classification of these activities in the income statement (for example, re
port revenues generated and costs incurred on a gross basis within the financial
statements, report the net amount of revenue and expenses in the revenue line
item or as a contra-expense, or report the activities of the arrangement as if it
were a joint venture).
.82 At its November 29, 2007, meeting, the EITF reached consensus on
EITF Issue No. 07-1, "Accounting for Collaborative Arrangements." This con
sensus requires participants in a collaborative arrangement to present the re
sults of activities for which they act as the principal on a gross basis and to
report any payments received from (or made to) other collaborators based on
other applicable GAAP or, in the absence of other applicable GAAP, based on
analogy to authoritative literature or a reasonable, rational, and consistently
applied accounting policy election.
.83 The consensus permits payments between collaborators to be "grossed
up" into component parties in the income statement (for example, amounts due
from one party could be presented separately from amounts due to the other
party, even if only one net payment was made). For those entities that followed
the guidance in the AICPA's Technical Practice Aid Technical Questions and
Answers (TIS) section 6400.33, "Accounting for a Joint Operating Agreement"
(AICPA, Technical Practice Aids) this consensus may have significant implica
tions: Joint operating agreements between two not-for-profit health care sys
tems should be accounted for by using the equity method of accounting (similar
to a corporate joint venture).
.84 The consensus prohibits using the equity method of accounting for
collaboration arrangements unless a new legal entity is formed. It also requires
significant disclosures related to material collaborative arrangements.
.85 Effective for annual periods beginning after December 15, 2008, the
consensus should be applied retrospectively for collaborative arrangements
existing at the effective date of the consensus as a change in accounting
principle.
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Accounting for Certain Real Estate Transactions
.86 Health care organizations continue to monetize noncore assets (such
as medical office buildings) through sale-leaseback transactions and enter into
agreements with developers to construct assets in which the organization will
lease space (build-to-suit transactions). In both cases, the health care organiza
tion might believe the transaction will be off-balance sheet. Yet the accounting
requirements for these transactions (contained primarily in FASB Statement
No. 66, Accounting for Sales o f Real Estate; FASB Statement No. 98, Account
ing for Leases: Sale-Leaseback Transactions Involving Real Estate, Sales-Type
Leases o f Real Estate, Definition o f the Lease Term, and Initial Direct Costs
o f Direct Financing Leases—an amendment o f FASB Statements No. 13, 66,
and 91 and a rescission o f FASB Statement No. 26 and Technical Bulletin No.
79-11; and EITF Issue No. 97-10, "The Effect of Lessee Involvement in Asset
Construction"), are extremely restrictive and should be consulted before enter
ing into any agreements or before starting any construction activity, including
site preparation.
.87 When evaluating these or other real estate transactions, health care
organizations also should consider the guidance contained in EITF Issue No.
01-8, "Determining Whether an Arrangement Contains a Lease," to determine
if lease accounting may be required when the organization has the right to use
property and equipment.

Expiration of Donor-Imposed Restrictions
.88 Paragraph 17 of FASB Statement No. 116, Accounting for Contribu
tions Received and Contributions Made, requires that a not-for-profit organiza
tion recognize the expiration of a donor-imposed restriction on a contribution in
the period in which the restriction expires. A purpose restriction expires when
the stipulated purpose for which the resource was restricted has been fulfilled.
FASB Statement No. 116 goes on to note that if an expense is incurred for a
purpose for which both restricted and unrestricted net assets are available, the
donor-imposed restriction is considered fulfilled to the extent of the expense
incurred (the "first-dollar" rule). In the past, many not-for-profit health care
organizations and their related fund-raising foundations may not have care
fully monitored the status of temporarily restricted donations that were re
ceived in previous years. In many cases, the donor's restrictions on those funds
have been fulfilled based on the first-dollar rule (and therefore, the net assets
should have been reclassified from temporarily restricted to unrestricted net
assets).
.89 Organizations should evaluate the status of their restricted funds to
determine if they are appropriately classified in the financial statements. In
addition, given the requirements of FASB Statement No. 116 and the firstdollar rule, development personnel may wish to reconsider the processes used
to solicit donor contributions to ensure that the donor's true intent is clearly
documented.

Omnibus Changes to Consolidation and Equity Method Guidance
for Not-for-Profit Organizations
.90 In May 2008, FASB issued FASB Staff Position (FSP) SOP 94-31 and AAG HCO-1, Omnibus Changes to Consolidation and Equity Method
Guidance for Not-for-Profit Organizations. This FSP makes several changes to
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the guidance on consolidation and the equity method of accounting in AICPA
Statement of Position (SOP) 94-3, Reporting o f Related Entities by Not-forProfit Organizations (AICPA, Technical Practice Aids, ACC sec. 10,610), and
the AICPA Audit Accounting Guide Health Care Organizations. Specifically,
SOP 94-3-1
•

eliminates the temporary control exception to consolidation that
currently exists for certain relationships between not-for-profit or
ganizations.

•

confirms the continued applicability to not-for-profit organizations
of the consensus guidance on consolidation o f special-purpose
lessors in EITF Issue No. 90-15, "Impact of Nonsubstantive
Lessors, Residual Value Guarantees, and Other Provisions in
Leasing Transactions"; No. 96-21, "Implementation issues in Ac
counting for Leasing Transactions involving Special-Purpose En
tities"; and No. 97-1, "Implementation Issues in Accounting for
Lease Transactions, Including Those Involving Special-Purpose
Entities."

•

requires that not-for-profit organizations apply the guidance in
AICPA SOP 78-9, Accounting for Investments in Real Estate Ven
tures (AICPA, Technical Practice Aids, ACC sec. 10,240); EITF
Issue No. 03-16, "Accounting for Investments in Limited Lia
bility Companies"; and FSP SOP 78-9-1, Interaction o f AICPA
Statement o f Position 78-9 and EITF Issue No. 04-5, for invest
ments in for-profit partnerships and limited liability companies
in which they have more than a minor interest unless they carry
those investments at fair value. This change is not expected to
have a significant impact on not-for-profit health care organiza
tions.

The guidance in the FSP is effective for fiscal years beginning after June
15, 2008, and interim periods therein.

Summary of Recent Accounting Pronouncements
and Related Guidance
.91 Presented in the following table is a list of recently issued account
ing pronouncements and related guidance. This alert is intended to be used in
conjunction with AICPA Comprehensive Audit Risk Alert—2008 (product no.
022339kk); therefore, only industry specific pronouncements and related guid
ance or those of specific significance to the industry are summarized herein.
For information on accounting standards issued subsequent to the writing of
this alert, please refer to the AICPA Web site at www.aicpa.org and the FASB
Web site at www.fasb.org. You may also look for announcements of newly issued
standards in the CPA Letter and Journal o f Accountancy.
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Recent Accounting Pronouncements
and Related Guidance
FASB Statement No. 163
(May 2008)

Accounting for Financial Guarantee
Insurance Contracts—an interpretation
o f FASB Statement No. 60

FASB Statement No. 162
(May 2008)

The Hierarchy o f Generally Accepted
Accounting Principles

FASB Statement No. 161
(March 2008)

Disclosures about Derivative
Instruments and Hedging
Activities—an amendment o f FASB
Statement No. 133

FASB Statement No. 160
(December 2007)

Noncontrolling Interests in
Consolidated Financial Statements—an
amendment o f ARB No. 51

FASB Statement No. 141 (revised
2007)
(December 2007)

Business Combinations

FASB Statement No. 159
(February 2007)

The Fair Value Option for Financial
Assets and Financial
Liabilities—Including an amendment
o f FASB Statement No. 115

FASB Statement No. 158
(September 2006)

Business Combinations

FASB Statement No. 157
(September 2006)

Fair Value Measurements

FASB Interpretation No. (FIN) 48
(June 2006)

Accounting for Uncertainty in Income
Taxes—an interpretation o f FASB
Statement No. 109
FASB Staff Position (FSP) FIN 48-2,
Effective Date o f FASB Interpretation
No. 48 for Certain Nonpublic
Enterprises, issued in February 2008,
defers the effective date of FIN 48 for
certain nonpublic enterprises, as
defined in the FSP, to the annual
financial statements for fiscal years
beginning after December 15, 2007.

FASB Emerging Issues Task
Force (EITF) Issues
(Various dates)

Go to www.fasb.org/eitfiagenda.shtml
for a complete list of EITF Issues.

FASB Staff Positions
(Various dates)

Go to www.fasb.org/fasb_staff_positions/
for a complete list of FSPs.
(continued)
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Recent Accounting Pronouncements
and Related Guidance—continued
AICPA SOP 07-1 (AICPA,
Technical Practice Aids, ACC sec.
10,930)

Clarification o f the Scope o f the Audit
and Accounting Guide Investment
Companies and Accounting by Parent
Companies and Equity Method
Investors for Investments in Investment
Companies
In February 2008, FASB issued FSP
SOP 07-1-1, Effective Date o f AICPA
Statement o f Position 07-1, which
indefinitely defers the effective date of
SOP 07-1. Entities that early adopted
SOP 07-1 before December 15, 2007 are
permitted, but not required, to continue
to apply the provisions of the SOP. No
other entities may adopt the provision
of the SOP, subject to the exception in
the following sentence: if a parent
entity that early adopted the SOP
chooses not to rescind its early
adoption, an entity consolidated by the
parent entity that is formed or acquired
after that parent entity's adoption of
the SOP must apply the provisions of
the SOP in its stand-alone financial
statements.

TIS sections 6910.25-.28 (AICPA,
Technical Practice Aids)
(Nonauthoritative)

These questions and answers discuss
financial statement presentation
considerations for investment
companies.

TIS sections 6140.20-.22 (AICPA,
Technical Practice Aids)
(Nonauthoritative)

These questions and answers discuss
not-for-profit organizations
fund-raising expenses.

TIS section 6931.08-.10 (AICPA,
Technical Practice Aids)
(Nonauthoritative)

These questions and answers discuss
various employee benefit plan topics.

AICPA Practice Guide
(Nonauthoritative)

Practice Guide on Accounting for
Uncertain Tax Positions Under FIN 48

.92 The AICPA Comprehensive Audit Risk Alert—2008 and other AICPA
industry-specific alerts also contain summaries of recent pronouncements that
may not be discussed here. To obtain copies of AICPA literature, call (888) 7777077 or visit www.cpa2biz.com.

Recent AICPA Independence and Ethics Pronouncements
.93 AICPA Independence and Ethics Alert—2008 (product no. 022478kk)
contains a complete update on new independence and ethics pronouncements.
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This alert can be obtained by calling the AICPA at (888) 777-7077 or visiting
www.cpa2biz.com. Readers should obtain this alert to be aware of independence
and ethics matters that will affect their practice.

On the Horizon
.94 Auditors should keep abreast of auditing and accounting developments
and upcoming guidance that may affect their engagements. The following sec
tions present brief information about some ongoing projects that have partic
ular significance to the health care industry or that may result in significant
changes. Remember that exposure drafts are nonauthoritative and cannot be
used as a basis for changing existing standards.
.95 The following table lists the various standard-setting bodies' Web sites,
where information may be obtained on outstanding exposure drafts, including
downloading exposure drafts. These Web sites contain in-depth information
about proposed standards and other projects in the pipeline. Many more ac
counting and auditing projects exist in addition to those discussed here. Read
ers should refer to information provided by the various standard-setting bodies
for further information.

Standard-Setting Body

Web Site

AICPA Auditing Standards Board
(ASB)

www.aicpa.org/Professional+
Resources/Accounting+and+
Auditing/Audit+and+
Attest+Standards/Auditing+
Standards+Board/

Financial Accounting Standards
Board (FASB)

www.fasb.org

Governmental Accounting Standards
Board (GASB)

www.gasb.org

Public Company Accounting
Oversight Board (PCAOB)

www.pcaob.org

Professional Ethics Executive
Committee (PEEC)

www.aicpa.org/Professional+
Resources/Professional+Ethics+
Code+of+Professional+Conduct/
Professional+Ethics/

Securities and Exchange Commission
(SEC)

www.sec.gov

Overhaul Project—AICPA Audit and Accounting Guide
Health Care Organizations
.96 The AICPA is continuing to make progress overhauling the AICPA
Audit and Accounting Guide Health Care Organizations, addressing numerous
accounting, auditing, industry, and regulatory issues that have transpired since
this guide was originally issued in 1996. During this project, the AICPA will
continue to issue annual editions of the guide, updated to reflect recent audit
and accounting pronouncements.
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Auditing Pipeline—Nonissuers
ASB Clarity Project
.97 The Auditing Standards Board (ASB) formed a Clarity Task Force to
address concerns over the clarity, length, and complexity of generally accepted
auditing standards. In March 2007, the ASB approved for exposure a discus
sion paper Improving the Clarity o f ASB Standards. Over the next two or three
years, the ASB will be redrafting all of the existing auditing sections contained
in the Codification o f Statements on Auditing Standards (AU sections of the
AICPA's Professional Standards), to apply the clarity drafting conventions and
to converge with the International Standards on Auditing issued by the Inter
national Auditing and Assurance Standards Board. The ASB proposes that,
except to address current issues, all redrafted standards will become effective
at the same time. Only those standards needing to address current issues
would have earlier effective dates. The ASB believes that a single effective date
will ease the transition to, and implementation of, the redrafted standards. The
effective date will be long enough after all redrafted statements are finalized
to allow sufficient time for training and updating of firm audit methodologies.
Currently, the date is expected to be for audits of financial statements for
periods beginning no earlier than December 15, 2010. This date depends on
satisfactory progress being made, and will be amended should that prove nec
essary. See the Clarity Project Explanatory Memorandum and the discussion
paper Improving the Clarity o f ASB Standards at www.aicpa.org/Professional+
Resources/Accounting+and+Auditing/Audit+and+Attest+Standards/Improving
+the+Clarity+of+ASB+Standards.htm.

Auditing Pipeline—Issuers
.98 Guidance issued by the PCAOB is included in the section of this alert
titled "Summary of Recent Auditing and Attestation Pronouncements and Re
lated Guidance." For more information regarding recent developments at both
the SEC and PCAOB, readers may refer to Audit Risk Alert SEC and PCAOB
Developments—2008.

Accounting Pipeline
.99 There are a number of accounting projects and pronouncements cur
rently in progress. For a summary of significant accounting projects and pro
nouncements, refer to AICPA Comprehensive Audit Risk Alert—2008 (product
no. 022339kk). Such in progress issues include the following:
•

Accounting for hedging activities exposure draft

•

Accounting for contingencies exposure draft

•

Phase 2 of the fair value project

•

Transfers of financial assets project

•

Earnings per share convergence project

•

Income tax convergence project

Uniform Prudent Management o f Institutional Funds Act
.100 In February 2008, FASB released for public comment proposed
FSP FAS 117-a, Endowments o f Not-for-Profit Organizations: Net Asset Clas
sification o f Funds Subject to an Enacted Version o f the Uniform Prudent
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Management of Institutional Funds Act, and Enhanced Disclosures. If approved
as proposed, the FSP would
•

provide guidance on the net asset classification of donor-restricted
endowment funds for not-for-profit organizations that are subject
to an enacted version of the Uniform Prudent Management of In
stitutional Funds Act (UPMIFA). (As of February 1 , 2008, 13 states
and the District of Columbia had enacted a version of UPMIFA,
with legislation pending in several other states.)

•

improve disclosures about an organization's endowment funds
(both donor-restricted and funds functioning as endowments),
whether or not the organization is subject to UPMIFA.

The FSP would be effective for fiscal years ending after June 15, 2008, with
earlier application permitted.
.101 The first, and perhaps most significant question the proposed FSP
addresses is how UPMIFA's elimination of the historic-dollar-value threshold—
the amount below which an organization could not spend under the Uniform
Management of Institutional Funds Act (UMIFA)— affects net asset classifi
cation. The proposed FSP would require an organization to classify a portion
of a donor-restricted endowment fund (other than a term endowment) as per
manently restricted net assets. That portion would be equal to the amount of
the fund (a) that must be retained permanently in accordance with explicit
donor stipulations, or (b) that in the absence of such stipulations, the organi
zation's governing board determines must be retained permanently under the
relevant law. The organization would be required to disclose its interpretation of
the law.
.102 It is anticipated that discussions among organizations, accountants,
attorneys, and regulators in the various states may lead to consensus in those
states determining what must be retained permanently under the law. If a
governing board determines that the law requires maintenance of purchasing
power of a donor's gift, the organization would increase permanently restricted
net assets to the extent that the purchasing power of a dollar decreases or
decrease permanently restricted net assets to the extent that the purchasing
power of a dollar increases. (This would typically be done by adjusting perma
nently restricted net assets by an appropriate inflationary factor, such as the
consumer price index or higher education price index.)
.103 In contrast, an organization would not subsequently decrease per
manently restricted net assets because of investment losses or organizational
spending from the endowment, but would instead decrease temporarily re
stricted net assets, if available, or unrestricted net assets. The guidance on
investment losses and spending is consistent with the guidance previously pro
vided on investment losses in paragraph 12 of FASB Statement No. 124, A c
counting for Certain Investments Held by Not-for-Profit Organizations. FASB
considered but decided not to change that guidance, noting that permanently
restricted net assets should reflect the amount for which an organization
has a permanent fiduciary duty and not the amount that it has on hand at
a financial statement date because of cumulative investment and spending
decisions.
.104 The proposed FSP also addresses whether two other provisions in UP
MIFA's endowment spending guidelines impose temporary (time) restrictions
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on the portion of a donor-restricted endowment fund that would otherwise be
considered unrestricted net assets:
•

A provision that "[u]nless stated otherwise in the gift instrument,
the assets in an endowment fund are donor-restricted assets until
appropriated for expenditure by the institution"

•

An optional provision for a rebuttable presumption that spending
more than 7 percent of endowment market value is imprudent
(Some states have included this provision.)

.105 The FSP would require organizations to apply the guidance pre
viously provided in EITF Topic No. D-49, "Classifying Net Appreciation on
Investments of a Donor-Restricted Endowment Fund," included as an ap
pendix to the FSP. EITF Topic No. D-49 stresses that not all legal restrictions
on the use of particular assets result in restricted net assets for accounting
purposes, only those that extend donor restrictions. An example of the lat
ter would be a requirement to maintain the purchasing power of a donor's
endowment gift.
.106 Laws that refer to actions entirely within the purview of a governing
board, such as acting to appropriate funds or exercising prudence do not, alone,
extend donor-imposed restrictions. The FSP contains the important caveat that,
in applying the guidance in EITF Topic No. D-49, an organization would need to
look at the actual wording in the specific version of UPMIFA (and other relevant
laws) to which the organization is subject.
.107 The other key provisions of the proposed FSP focus on improving
endowment disclosures, both donor-restricted and board-designated. Aiming to
improve transparency about endowments in an era of increased public scrutiny,
the proposed FSP focuses on disclosures in four areas:
•

Net asset classification (especially how that is affected by a gov
erning board's interpretation of relevant law)

•

Spending policies

•

Investment policies (especially their relationship with spending
policies)

•

Net asset composition and changes therein (especially the rela
tionship of endowment spending to endowment size and growth)

Proposed FASB EITFs and FSPs
.108 Proposed FASB EITF Issues. Numerous open issues are under
deliberation by the EITF. Readers should visit the FASB Web site at www.
fasb.org/eitf/agenda.shtml for complete information.
.109 Proposed FSPs. A number of other proposed FSPs are currently in
progress. Readers should visit the FASB Web site at www.fasb.org/fasb_staff_
positions/ for complete information.

Resource Central
.110 The following are various resources that practitioners engaged in the
health care industry may find beneficial.
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Publications
.111 Practitioners may find the following publications useful. Choose the
format best for you—online, print, or CD-ROM.
•

Audit and Accounting Guide Health Care Organizations (2008)
(product no. 012618kk [paperback], WHC-XX [online with the as
sociated Audit Risk Alert], or DHC-XX [CD-ROM with the associ
ated Audit Risk Alert])

•

Audit and Accounting Guide Not-for-Profit Organizations (2008)
(product no. 012648 [paperback], WNP-XX [online with the associ
ated Audit Risk Alert], or DNP-XX [CD-ROM with the associated
Audit Risk Alert])

•

Audit Guide Analytical Procedures (2008) (product no. 012558kk
[paperback], WAN-XX [online], or DAN-XX [CD-ROM])

•

Audit Guide Assessing and Responding to Audit Risk in a Finan
cial Statement Audit (2006) (product no. 012456kk [paperback] or
WRA-XX [online])

•

Audit Guide Auditing Derivative Instruments, Hedging Activities,
and Investments in Securities (2008) (product no. 012528kk [pa
perback], WDI-XX [online], or DDI-XX [CD-ROM])

•

Audit Guide Auditing Revenue in Certain Industries (2008) (prod
uct no. 012518kk [paperback], WAR-XX [online], or DAR-XX [CDROM])

•

Audit Guide Audit Sampling (2008) (product no. 012538kk [pa
perback], WAS-XX [online], or DAS-XX [CD-ROM])

•

Audit Guide Government Auditing Standards and Circular A -133
Audits (2008) (product no. 012748kk [paperback], WRF-XX [online
with the associated Audit Risk Alert], or DRF-XX [CD-ROM with
the associated Audit Risk Alert])

•

Audit Guide Service Organizations: Applying SAS No. 70, as
Amended (2008) (product no. 012778kk [paperback], WSV-XX [on
line], or DSV-XX [CD-ROM])

•

AICPA Comprehensive Audit Risk Alert—2008 (product no.
022339kk [paperback], WGE-XX [online], or DGE-XX [CD-ROM])

•

Audit Risk Alert Independence and Ethics—2008 (product no.
022479kk [paperback], WIA-XX [online], or DIA-XX [CD-ROM])

•

Audit Risk Alert SEC and PCAOB Developments—2008 (product
no. 022499kk [paperback])

•

Audit Risk Alert Understanding the New Auditing Standards Re
lated to Risk Assessment (product no. 022526kk [paperback])

•

Audit Risk Alert Understanding SAS No. 112 and Evaluat
ing Control Deficiencies (product no. 022536kk [paperback], or
022536PDF [downloadable PDF])

•

Checklists and Illustrative Financial Statements for Health Care
Organizations (product no. 009028kk [paperback] or WHE-CL [on
line])

•

Audit and Accounting Manual (2008) (product no. 005138kk [pa
perback], WAM-XX [online], or AAM-XX [loose leaf])
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•

Accounting Trends & Techniques, 62nd Edition (product no.
009900kk [paperback] or WAT-XX [online])

.112 Additional resources for accountants in business and industry are
the Financial Reporting Alert series, designed to be used by members of an
entity's financial management and audit committee to identify and understand
current accounting and regulatory developments affecting the entity's financial
reporting.
•

Financial Reporting Alert Current Accounting Issues and Risks—
2008 (product no. 029208kk)

•

Financial Reporting Alert Not-for-Profit Organizations—
Accounting Issues and Risks 2008 (product no. 029207kk)

•

Financial Reporting Alert FASB Codification Developments—
2008 (product no. 029209kk)

AICPA reSOURCE: Accounting and Auditing Literature
.113 The AICPA has created your core accounting and auditing library
online. AICPA reSOURCE is now customizable to suit your preferences or your
firm's needs. Or, you can sign up for access to the entire library. Get access—
anytime, anywhere—to the AICPA's latest Professional Standards, Technical
Practice Aids, Audit and Accounting Guides (more than 20), Audit Risk Alerts
(more than 15), and Accounting Trends & Techniques. To subscribe to this es
sential online service for accounting professionals, go to www.cpa2biz.com.

Continuing Professional Education
.114 The AICPA offers a number of continuing professional education
(CPE) courses that are valuable to CPAs working in public practice and in
dustry, including the following:
•

AICPA's Annual Accounting and Auditing Update Workshop
(2008-2009 Edition) (product no. 736184kk [text] or 187192kk
[DVD]). Whether you are in industry or public practice, this course
keeps you current and informed and shows you how to apply the
most recent standards.

•

SEC Reporting (product no. 736775kk [text] or 186756kk [DVD]).
Confidently comply with the latest SEC reporting requirements
with this comprehensive course. It clarifies new, difficult, and im
portant reporting and disclosure requirements while giving you
examples and tips for ensuring compliance.

•

International Versus U.S. Accounting: What in the World is the
Difference? (product no. 731666 [text]). With the fast pace of the
convergence project, understanding the differences between IFRS
and U.S. GAAP is becoming more important for businesses of all
sizes. This course outlines the major differences between IFRS
and U.S. GAAP.

•

The International Financial Reporting Standards: An Overview
(product no. 157220 [online] or 739750HS [DVD]). This course
captures a live presentation on IFRS given to the AICPA Board of
Directors.

Visit www.cpa2biz.com for a complete list of CPE courses.
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Online CPE
.115 AICPA CPExpress (formerly AICPA InfoBytes), offered exclusively
through CPA2Biz, is AICPA's flagship online learning product. AICPA members
pay $180 for a new subscription and $149 for the annual renewal. Nonmembers
pay $435 for a new subscription and $375 for the annual renewal. Divided into
1-credit and 2-credit courses that are available 24 hours a day, 7 days a week,
AICPA CPExpress offers hundreds of hours of learning in a wide variety of
topics. To register or learn more, visit www.cpa2biz.com.

Webcasts
.116 Stay plugged in to what is happening and earn CPE credit right
from your desktop. AICPA webcasts are high quality, two-hour CPE programs
that bring you the latest topics from the profession's leading experts. Broadcast
live, they allow you to interact with the presenters and join in the discussion.
If you cannot make the live event, each webcast is archived and available on
CD-ROM.

CFO Quarterly Roundtable Series
.117 The CFO Quarterly Roundtable Series, brought to you each calen
dar quarter via webcast, covers a broad array of "hot topics" that successful
organizations employ and subjects that are important to the CFO's personal
success. From financial reporting, budgeting, and forecasting to asset manage
ment and operations, the roundtable helps CFOs, treasurers, controllers, and
other financial executives excel in their demanding roles.

SEC Quarterly Update Series
.118 The SEC Quarterly Update Webcast Series, brought to you each cal
endar quarter, showcases the profession's leading experts on what is "hot" at the
SEC. From corporate accounting reform legislation and new regulatory initia
tives to accounting and reporting requirements and corporate finance activities,
these hard-hitting sessions will keep you "plugged in" to what is important. A
must for preparers in public companies and practitioners who have public com
pany clients, this is the place to be when it comes to knowing about the areas
of current interest at the SEC.

Member Service Center
.119 To order AICPA products, receive information about AICPA activ
ities, and get help with your membership questions, call the AICPA Service
Operations Center at (888) 777-7077.

Hotlines
Accounting and Auditing Technical Hotline
.120 Do you have a complex technical question about GAAP, other compre
hensive bases of accounting, or other technical matters? If so, use the AICPA's
Accounting and Auditing Technical Hotline. AICPA staff will research your
question and call you back with the answer. Beginning January 14,2008, hotline
hours were extended so that the hotline is now available from 9 a.m. to 8 p.m.
on weekdays. You can reach the Technical Hotline at (877) 242-7212 or at www.
aicpa.org/Professional+Resources/Accounting+and+Auditing/Accounting+and
+Auditing+Technical+Help.
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Ethics Hotline
.121 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members of the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
of the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at (888) 777-7077.

Industry Conference
.122 The AICPA offers an annual Health Care Conference in the fall.
The National Health Care Conference is a three-day conference designed to
update attendees on recent developments related to the health care industry.
The National Health Care Industry Conference is an unparalleled opportunity
to gain the information and techniques you need to know to stay on top of
trends to benefit your practice and your client offerings. With access to some of
the nation's top health care specialists, you'll get up-to-the-minute information
on the latest developments in health care issues. For further information about
the conference, call (888) 777-7077 or visit www.cpa2biz.com.

AICPA Governmental Audit Quality Center
.123 The Governmental Audit Quality Center (GAQC) is a firm-based,
voluntary membership center designed to help CPAs meet the challenges of
performing quality audits in this unique and complex area. The GAQC’s pri
mary purpose is to promote the importance of quality governmental audits
and the value of such audits to purchasers of governmental audit services. The
GAQC also offers resources to enhance the quality of a firm's governmental
audits.
.124 The mission of the GAQC is to do the following:
•

Raise awareness about the importance of governmental audits.

•

Serve as a comprehensive resource provider on governmental au
dits for member firms.

•

Create a community of firms that demonstrates a commitment to
governmental audit quality.

•

Provide center members with an online forum tool for sharing
best practices and discussing audit, accounting, and regulatory
issues.

•

List member firms to enable purchasers of governmental audit
services to identify firms that are members.

•

Provide information about the center's activities to other govern
mental audit stakeholders.

.125 For more information about the GAQC, visit http://gaqc.aicpa.org.

The Center for Audit Quality
.126 The Center for Audit Quality (CAQ), which is affiliated with the
AICPA, was created to serve investors, public company auditors, and the mar
kets. The CAQ's mission is to foster confidence in the audit process and to aid
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investors and the capital markets by advancing constructive suggestions for
change rooted in the profession's core values of integrity, objectivity, honesty,
and trust.
.127 To accomplish this mission, the CAQ works to make public company
audits even more reliable and relevant for investors in a time of growing finan
cial complexity and market globalization. The CAQ also undertakes research,
offers recommendations to enhance investor confidence and the vitality of the
capital markets, issues technical support for public company auditing profes
sionals, and helps facilitate the public discussion about modernizing business
reporting. The CAQ is a voluntary membership center that supports member
firms that audit or are interested in auditing public companies with educa
tion, communication, representation, and other means. To learn more about
the CAQ, visit http://thecaq.aicpa.org.

AICPA Industry Expert Panel—Health Care
.128 For information about the activities of the AICPA Health Care Indus
try Expert Panel, visit the panel's Web page at www.aicpa.org/Professional+
Resources/Accounting+and+Auditing/Accounting+Standards/expertpanel_
healthcare.htm.

Industry Web Sites
.129 The Internet covers a vast amount of information that may be valu
able to auditors of health care organizations, including current industry trends
and developments. Some of the more relevant sites for auditors with health
care clients include those shown in the following table:

Organization

Web Site

Healthcare Financial Management
Association

www.hfma.org

The Catholic Health Association of the
United States

www.chausa.org

Federation of American Hospitals

www.americashospitals.com

Centers for Medicare and Medicaid
Services

www.cms.hhs.gov

U.S. Department of Health and
Human Services

www.hhs.gov

Global Health Reporting

www.globalhealthreporting.org

Kaiser Family Foundation

www.kff.org

Atlantic Information Services

www.aishealth.com

.130 The health care practices of some of the larger CPA firms may also
contain industry-specific auditing and accounting information that is helpful
to auditors.
****
.131 This Audit Risk Alert replaces Health Care Industry Developments—
2008.
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.132 The Audit Risk Alert Health Care Industry Developments is pub
lished annually. As you encounter audit or industry issues that you believe
warrant discussion in next year's Audit Risk Alert, please feel free to share them
with us. Any other comments that you have about the Audit Risk Alert would
also be appreciated. You may e-mail these comments to zdonahue@aicpa.org or
write to
Zachary T. Donahue, CPA
AICPA
220 Leigh Farm Road
Durham, NC 27707-8110
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Appendix—Additional W eb Resources
.133 Here are some useful Web sites that may provide valuable informa
tion to accountants.

Weft Site Name

Content

American Institute
of CPAs (AICPA)

Summaries of recent
auditing and other
professional standards as
well as other AICPA
activities

www.aicpa.org

Web Site

AICPA Accounting
Standards
Executive
Committee (AcSEC)

Issues guides, technical
questions and answers,
and practice bulletins
containing financial,
accounting, and reporting
recommendations, among
other things

www.aicpa.org/Professional+
Resources/Accounting+and+
Auditing/Accounting
+Standards

AICPA Accounting
and Review Services
Committee (ARSC)

Develops and issues
review and compilation
standards and
interpretations

www.aicpa.org/Professional+
Resources/Accounting+and+
Auditing/Audit+and+Attest+
Standards/Accounting+and+
Review+Services+Committee

AICPA Professional
Issues Task Force
(PITF)

Accumulates and
considers practice issues
that appear to present
concerns for practitioners
and for disseminating
information or guidance,
as appropriate, in the form
of practice alerts

www.aicpa.org/Professional+
Resources/Accounting+and+
Auditing/Audit+and+Attest+
Standards/Professional+
Issues+Task+Force

Economy.com

Source for analyses, data,
forecasts, and information
on the United States and
world economies

www.economy.com

The Federal
Reserve Board

Key interest rates

www.federalreserve.gov

Financial
Accounting
Standards Board
(FASB)

Summaries o f recent
accounting
pronouncements and other
FASB activities

www.fasb.org

USA.gov

Portal through which all
government agencies can
be accessed

www.usa.gov

Government
Accountability
Office (GAO)

Policy and guidance
materials and reports on
federal agency major rules

www.gao.gov

www.cpa2biz.com
www.ifrs.com

(continued)
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Web Site Name

Content

Web Site

Governmental
Accounting
Standards Board
(GASB)

Summaries of recent
accounting
pronouncements and other
GASB activities

www.gasb.org

International
Accounting
Standards Board
(IASB)

Summaries of
International Financial
Reporting Standards and
International Accounting
Standards

www.iasb.org

International
Auditing and
Assurance
Standards Board
(IAASB)

Summaries of
International Standards
on Auditing

www.iaasb.org

International
Federation of
Accountants (IFAC)

Information on standards
setting activities in the
international arena

www.ifac.org

Private Company
Financial Reporting
Committee
(PCFRC)

Information on the
initiative to further
improve FASB's standard
setting process to consider
needs of private
companies and their
constituents o f financial
reporting.

www.pcfr.org

Public Company
Accounting
Oversight Board
(PCAOB)

Information on accounting
and auditing activities of
the PCAOB and other
matters

www.pcaob.org

Securities and
Exchange
Commission (SEC)

Information on current
SEC rulemaking and the
EDGAR database

www.sec.gov
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